BEFORE THE CENTRAL ELECTRICITY REGULATORY COMMISSION,

SCOPE COMPLEX, LODHI ROAD, NEW DELHI

PETITION NO. 66/2005

IN THE MATTER OF :

Approval of Tariff in respect of Damodar Valley Corporation for the period from 1.4.2004 to 31.3.2009.

AND

IN THE MATTER OF 

Damodar Valley Corporation                                                         …..Petitioner

                                                           Versus

1. Department of Energy, Govt. of West Bengal, Kolkata.

2. Department of Energy, Govt. of Jharkhand, Ranchi.       

3. West Bengal State Electricity Board, Kolkata.

4. Jharkhand State Electricity Board, Ranchi.

5. Ministry of Power, New Delhi.                                                  …..Respondents

SUBMISSION OF DAMODAR VALLEY CORPORATION, PETITIONER ON THE ORDER DATED 21.07.2006 OF CENTRAL ELECTRICITY REGULATORY COMMISSION, NEW DELHI

MOST RESPECTFULLY SHOWETH:

Submission No - 1

With reference to comment of the Respondent – Bhaskar Shrachi Alloys Limited at para – 1 of CERC order dated 21.07.06 

1) The Respondent has contended that the actual equity employed as on 31.03.03 is Rs.151.04 cr based on Annual Reports. The Respondent while mentioning the amount of equity employed in DVC has overlooked the following two Funds belonging to the Owner Governments of DVC :-

1. Revenue Surplus Funds belonging to Owner Governments – Rs. 370.74 Crs as on 31.3.03 as per Accounts audited by C&AG and 

2. Interest on Capital retained as Capital ploughed back – Rs.583.62 Crs as on 31.03.2003 as per Accounts audited by C&AG

Both the above funds totaling to Rs.1105.40 Crs belonging to the Owner Governments of DVC were transferred to their respective Capital Heads during the year 2003-04 as will reveal from the Footnotes to Annual Accounts (Sl.No. 1 of Page-75 of the Annual Report for the year 2003-04).

2) The contention of the Respondent is, therefore, in deviation from the Accounting facts and figures as audited by C&AG. 

3) The Submission of the Respondent that the Capital Cost should first be determined as on 10.06.03 is also a departure from the CERC’s Order No: L-7/25 (5)/ 2003 – CERC dated 26.03.04, Clause (2), extract of which is quoted below:

Quote

These regulations shall come into force from 01.04.2004 and unless reviewed earlier or extended by the Commission, shall remain in force for a period of 5 years.

            Unquote 

As regards the submission of the Respondent on O&M expenses recommended by the Hon’ble One Member Bench of the Commission, the submissions of the Petitioner in its earlier Supplementary Petitions against CERC order dated 29.05.06 submitted on 30.06.06; amply justify the Petitioner’s claims for higher O&M expenses. Further justifications with facts and figures have also been submitted under the Head “O&M Expenditure” under Submission – 4 below. 

Submission No: 2

With reference to the comments of the petitioner at Para – 6 of the order dated 21.07.06

Debt - Equity Ratio:

DVC’s net-worth (Equity component) as on 01.04.2004 constituted the following :-

a) Capital Account of the owner Governments:

Rs.1105.40 Crs

b) Reserves: 





Rs.1759.17 Crs. 

Rs.2864.57 Crs

In terms of the various provisions of the DVC Act, DVC has prayed before the Hon’ble Commission for allowing Return on actual Net-worth as belongs to the Participating Governments viz. Central Government, Bihar Government (Now Jharkhand Government) and West Bengal Government. DVC has also contended in its Petition No: 66/2005 that no normative principles can be made applicable for determination of Equity component of Gross Fixed Assets due to its unique characteristics of Capital composition which is strictly statutory in nature in terms of the DVC Act 1948. DVC has obtained legal opinion in this respect and a copy of the same is submitted as an Annexure - I to the Petition. The legal opinion also supports DVC’s contention to the extent that restriction of Equity elements of the Gross Fixed Assets down to 30% will deprive DVC of the reasonable remuneration on the free Reserve of Rs.1759.17 Crs belonging to the participating Governments, which is also an Equity component.

Submission No: 3

With reference to the comments of the petitioner at Para – 7 of the order dated 21.07.06

Pension & Gratuity Liability:

The statutory compulsion for DVC to create a Pension and Gratuity Fund for its existing employees and pensioners are both in terms of Accounting Standard -15 and its Service Regulation requiring DVC to pay Pension to its Pensioners as per the CCS (Pension Rules) In this connection, copy of DVC Rules & Regulations, March 1983 is placed at Annexure - II. Copy of Legal Opinion obtained in this connection justifying the statutory compulsion to create Pension & Gratuity Fund and liabilities in respect of Leave Salaries of the employees is placed at Annexure – I for consideration of the Hon’ble Commission.

Submission No: 4

With reference to the comments of the petitioner at Para – 6 of the order dated 21.07.06

O&M Expenditures

The Hon’ble One-Member Bench has not allowed Annual Escalation in O&M Expenditures for Thermal Power Stations.

The following table will show the actual increase in O&M Expenditures during the years 2003-04, 2004-05 and 2005-06 based on Audited Accounts :-









          (Rs in Lakhs)

	Project
	Allowed by the Hon’ble Bench
	2003-04
	2004-05
	2005-06

	BTPS
	11379
	13684
	16871
	16938

	CTPS
	11591
	9868
	12456
	13535

	DTPS
	9307
	8892
	10095
	12503


DVC has already initiated action for major repair of its existing old Units which will enable to achieve the normative Operational Parameters as recommended by the Hon’ble Bench from the year 2007-08. In the meanwhile, the O&M expenditures of all the old Units of DVC will have an increasing trend due to the following factors :-

a) Till the VRS Scheme is implemented with the approval of Govt. of India and actually availed by the employees of DVC, the normal escalation due to DA, Annual Increments and Promotion of the existing employees are required to be recovered through Tariff to ensure financial viability of the Corporation.

b) In addition to above, 50% of DA was merged with Basic Pay as Dearness Pay in line with the recommendation of the Fifth Pay Commission w.e.f 01.04.2004 resulting in escalation in O&M expenditure which is uncontrollable by DVC due to the fact that DVC’s employees are paid at par with the pay scales of the Central Government employees and, therefore, recommendations of the Central Pay Commission’s are also applicable in the case of DVC employees.

c) Once VRS is implemented in DVC with approval of Govt. of India, the VRS compensation involved will also require to be recovered through the Tariff as may be payable on the future dates after implementation.

d) Till the major repair works of the old Units of DVC are completed, the number of Forced Outage Hours is to a large extent uncontrollable by DVC and, therefore, emergency repair to restore the operation of the Plants will be is required to ensure continuous Power Supply to the consumers of DVC without disruption. In this connection, a Table is submitted in the Annexure – III (P17 – P19) which shows the actual Outage Hours (both scheduled and forced) of various old Thermal Units of DVC during the last five years up to 2005-06. It is, therefore, reiterated that there cannot be any normative ceiling on the O&M Expenditures of DVC till the health of the old Units are restored fully with major repair works; rather, the routine revenue repair expenditure incurred due to both Scheduled as well as Forced Outage Hours to keep on these old Units running for ensuring continuous Power Supply to the consumers need to be recovered through tariff on actual basis till 2007-08.

DVC, therefore, prays before the Hon’ble Commission, escalation in O&M expenditures as per actual on account of increase in DA, annual increments, promotional benefits of the existing employees as well as on account of higher consumption of stores, spares and consumables for repair of revenue nature till the year 2007-08, when all the old Units are scheduled to be brought to its normal health with major repair works thereof having been completed.

Submission No: 4

With reference to the comments of the petitioner at Para – 10 of the order dated 21.07.06

Additional information:

a) Date of Commercial Operation of Mejia TPS – 4 

Date of Commercial operation of Majia TPS Unit No # IV:
13th February 2005
b) Additional capitalization, if any, separately for each generating station from 01.04.04 to 31.03.2006:


Placed at Annexure – IV

(P20 – P21)

c) Manpower deployment in 2006-07 separately for thermal generating stations, hydro generating stations, transmission system, distribution system and other activities. (main as well as subsidiary) being undertaken by the petitioner, split into O&M and construction.


Placed at Annexure – V

(P - 22)

d) Actual O&M expenses for the years 2003-04, 2004-05, and 2005-06 separately for each generating stations


Placed at Annexure – VI

(P23 - P32)

e) Audit Query on creation of pension/gratuity fund and the final report of C&AG in this regard

Placed at Annexure – VII
(P33 – P37)


f) Copies of rules and regulations framed under DVC Act

Placed at Annexure – II

(In the form of Booklet)

g) Details of reserve funds as on 31.3.2004 and the source of their creation

Placed at Annexure – VIII
(P - 38)

h) Actual operational parameters (namely, station heat rate, auxiliary energy consumption, secondary fuel oil consumption, PLF and machine availability) of thermal generating stations achieved during 2004-05

	Parameters
	MTPS

(U#1,2,3 )
	MTPS**

(U # 4)
	BTPS ‘B’

(U#1,2,3 )
	DTPS

(U# 3,4)
	CTPS

(U#1,2,3 )

	Station Heat Rate (kcal/kwh)
	2956
	2956
	3730
	3385
	3387

	Auxiliary Energy Consumption (%)
	11.06
	10.71
	10.81
	12.20
	11.47

	Secondary Fuel Oil Consumption (ml/kwh)
	4.64
	8.78
	3.59
	7.29
	2.61

	Plant Load Factor (%)
	80.88
	72.50
	44.71
	47.97
	55.43

	Availability Factor (%)
	86.74
	83.86
	61.48
	69.18
	80.80

	** Parameters based on performance for the period 13.02.05 (Date of Commercial       Operation of Mejia TPS Unit # IV) to 31.03.05


i) Break-up of acturial fund requirement separately for thermal (station-wise), Hydro (station-wise) and transmission system along with justification

Placed at Annexure – IX

(P39 - P41)

j) Sum presently included in O&M expenses for meeting pension, gratuity, leave encashment liabilities

Placed at Annexure – X

(P - 42)

k) Reconciliation of O&M expenses proving double deduction of loss in stores

Placed at Annexure – XI

(P43 - P50)

l) Capital investment on soil conservation and afforestation activities and associated cumulative depreciation up to 31.3.2004.

Placed at Annexure – XII
(P - 51)

m) Break up of following expenses for the period 01.04.1998 to 31.10.1998 separately for thermal (station wise), hydro (station-wise) and transmission system :

i) Arrears of pay allowances

ii) Ad hoc payment to staff/officers

iii) Ad hoc DA relief 

Placed at Annexure – XIII
(P - 52)

n) Man power details :

i) Total number of employees employed  in DVC:
        11169 no of employees
ii) Number of employees allocated to each generating station/transmission system, separately.

Placed at Annexure – V
(P – 22)

iii) Number of employees allocated to other main and subsidiary activities

Placed at Annexure – V
(P – 22)

iv) Number of employees allocated to non-performing assets

The Bokaro Thermal – A station having existing man power of 24 numbers as on 31.03.06 has already been retired with the approval of CEA. 

v) Amount of Pension, Gratuity & Leave  liability attributable to power business

Placed at Annexure – IX
(P39 – P41)

vi) Number of pensioners related to generating station/ transmission system/ distribution system and other main and subsidiary activities

Many of the existing Pensioners during the tenure of their services in DVC have served in any or combination of Generating Station/ Transmission System/ Distribution System and other main and subsidiary activities. The pension liability is therefore considered as an omnibus element of expenditure, burden of which is shared by Generating Station/Transmission System/Distribution System and other main and subsidiary activities on rational basis as audited and certified by the DVC’s sole statutory Auditor i.e. Comptroller and Auditor General of India since 1966. The Pension Cost is therefore apportioned based on Direct Cost of all the various Heads of Activities viz. Power (Generation/Transmission/ Distribution), Irrigation, Flood Control, subsidiary activities and Multipurpose Dams. The basis of apportionment is submitted in Annexure – IX.

vii) Amount related to old pensioners

As per Actuarist Valuation Report, already submitted in Page No. 126 of earlier Petition against CERC order dated 29.05.06 and submitted on 30.06.06, the Actuarial Funding liability on account of Pension Payment to the old Pensioners (vested Pensioners) as on 31.3.2006 is  Rs. 903,44,24,395/-, out of total liability of Rs.1708,60,67,139/-, which represent the discounted present value (as on 31.3.2006) of future pension liabilities of DVC to the vested Pensioners.

viii) Year-wise amount allocated to existing staff relating to generating station /transmission system/distribution system and other main and subsidiary activities.

As per the Actuary’s Valuation Report as submitted in page 126 of Petition against CERC order dated 29.05.06 and submitted on 30.06.06, the current annual pension, gratuity and leave liabilities to the existing staff is as detailed below:-

1. Pension Liability:




19.60% of Salary

2. Gratuity Liability:




  2.48% of Salary

3. Leave Liability:




As per actual 

In addition to this, fund to be created on account of past service liabilities towards Pension, Gratuity & Leave Liabilities of the existing employees of DVC as per Actuarial Report is Rs.805.15 Crores. Primary distribution of share of these liabilities to Generating Station/Transmission System/Distribution System and other main and subsidiary activities and subsequently secondary distribution to Power, Irrigation & Flood Control is submitted at Annexure XIV.
(P - 53)

The petition is without prejudice to the earlier petitions of DVC.

DVC crave leave to add to the contentions mentioned above at the time of hearing.

